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BAHRAIN KEY ECONOMIC INDICATORS : 


MONEY AND PRICES (U.S. $ Million) 


Money Supply (as of September 1977) 


Currency in Circulation (as of September 1977) 
Money Market Conditions (as of January 1978): 
Description: 


Rediscount Rate No Market 
Prime Short Term Rate 9% 
Discount Trade Paper 8 1/2% 
Bankers’ Acceptance Commission 1.5 per year 
3/5 Year Bank Term Loan Rate 8-9% 


Yields: 


Medium Term Govt. 
Personal Loan Rate 
Sight Discount Rate 


Time Deposits (local currency) ; 


30 days 6% 
90 days 6 1/2% 
180 days 7% 
12 months 7 172% 
Interest on savings deposits 3 1/2 - 5% 


BALANCE OF PAYMENTS AND TRADE 
(as of September 1977) (U.S. $ Million) 


1974 1975 1976 


Gold and foreign exchange reserves” N.A. 153 380 
Balance of Payments N.A. N.A. 53.4 
Balance of Trade * 42 -81 -208 
Exports (including re-exports) 132 164 227 
FOB U.S. share thereof 2% 2.4% 1.5% 
Imports, CIF 319 453 670 
U.S. share thereof 18% 16% 14.8% 


lield by Government of Bahrain and Bahrain Monetary Agency 


2Export figures do not include oil 


(Source: Ministry of Finance and National Economy) 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


OVERVIEW: 


The Government of Bahrain is settling well into a "consolidation" stage in 
its development while trying to maintain an emphasis on development of its 
social sectors. In its first two year budget announced for calendar years 
1978 and 1979, the Government has no new projects other than the move into 
full swing of the island's first sewage system and construction of long- 
planned electrical generation capacity. Health and housing sectors will 
receive major expenditures but only enough to continue to completion the 
projects already underway. Bahrain has carried its program to become a 
regional service center several steps further by permitting organization 

of off-shore investment banks and off-shore commercial companies. It is 
studying manpower planning and the educational structure to determine how 
Bahrain can staff this program. In the private sector some concern arose 

in the construction trades during the last half of 1977 that the boom had 
gone too far. Although all indications are that there is or soon will be an 
over-supply in hotels, offices and apartments, new building starts continue 
with builders appearing confident. After several years of trading boom, 
port congestion and other unsettling factors, this sector has resolved 

its problems and settled into a more sustainable growth. Imports and 
exports both increased by 15 percent in 1977. 


The "crash" government housing program continues to receive top priority as 
it has since the abolition of the National Assembly in August 1975. At that 
time the Prime Minister said that the two most important political and social 
priorities of the Government were to increase the number of houses available 
to Bahraini nationals and to contain the then spiralling cost of living whitch 
was eating away the salary gains of middle and low income Bahraini. Since 
the establishment of the Ministry of Housing in late 1975, about five thou- 
sand houses have been built or contracted for and current Ministry planning 
is for 1200-1500 housing units per year until the housing "crisis" subsides. 
Approximately one in every six Bahraini families (or 10,000) has registered 
for public housing. The Government is encouraging some controlled experi- 
mentation to develop better quality and lower cost housing. 


Inflation is a regional (and of course international) problem of great 
magnitude and complexity. In Bahrain, the Government appears to have been 
successful in limiting cost of living increases for an average Bahraini 
family to about 13 per cent during calendar year 1977 (this compares favor- 
ably with the estimated 25-30 percent inflation during 1974-76 and is based 
on Government estimates). This success, however, has been at a cost to the 
Government of several million dinars in subsidies for those items considered 
essential for the average Bahraini, e.g., rice, cooking oil, soap, milk 
powder, wheat, eggs, chicken and most meats. The wealthy Bahraini and 
expatriates who use a smaller portion of these items experienced an inflation 
rate of approximately 17% in 1977 according to Government estimates. There 
is some reasonable hope of bringing the Bahraini inflation rate close to 

10 percent in 1978. 


The construction boom in Bahrain has abated somewhat and is not likely to be 
as lively for the next few years. About 30% of bank lending went to the 
construction industry during the first three quarters of 1977, continuing a 
trend started in 1976 when this sector overtook the trade sector in borrowing 





3 


for the first time. However banks began to tighten construction lending 
in late 1977. A few builders of hotels, apartments and major commercial 
buildings who were arranging continuing financing during construction are 
experiencing some difficulties although no major buildings are expected 
to remain half-built for long. There is presently an oversupply of 
luxury level apartments and office space and a near balance of luxury or 
high-price housing. Hotel space has moved from a severe shortage just a 
year ago to near balance now and an oversupply is foreseen within one year. 
Construction of roads, electricity generation, Bahrain's first sewage 
program and (beginning perhaps in 1979) the causeway between Bahrain and 
Saudi Arabia should keep this sector active, but less than in recent years. 


Until 1974 Bahrain had been unique in the region with an excess of skilled 
local manpower. Since 1974, however, there has been not only a shortage 

of Bahraini labor but an increasing use of expatriate labor. This trend 
Continued to grow through 1977, but planners in the Government aré aware 

of and concerned about the social implications of a large non-Bahraini 

work force. The Government is encouraging a shift in recruitment from 
India and Pakistan to Thailand, Philippines and other Far East countries 

to prevent one non-Bahraini nationality or region from predominating in 

the labor force. With the arrival in Bahrain of a significant number of 
international banks, the competition for Bahraini manpower which used to 

be restricted to blue-collar skilled laborers (welders, fabricators, etc.) 
has now extended into white collar categories. Salaries paid Bahraini 
labor, both blue and white collar, have increased considerably as a result. 
A dramatic result for this region is the movement of females into the labor 
force. Ten percent of the Bahraini females between 20 and 30 years of age 
were employed in 1977. A major change in the Government's traditional 
laissez-faire attitude toward labor was reflected in the enactment of the 
Labor Law of 1976 and the Social Insurance Law of 1976 both of which largely 
emphasize the duties of employers and the rights of employees. In 1977 the 
Government continued this trend with a number of occupational safety and 
construction standards laws and regulations. In early 1978 the Ministries 
of Labor and Education started a critical occupation survey designed to 
guide adjustments in the education system to meet Bahrain's own future 
manpower requirements. 


Since Bahrain's oil reserves are expected to be depleted in less than 
twenty years at current production levels, the Government has for several 
years vigorously promoted other industries and services in order to lessen 
dependence on petroleum for revenue and for employment. Seventy percent 
or more of State Revenues have traditionally come from the oil sector but 
this figure was reduced to 64% in 1977 and is budgeted for about 60% in 
1978. Since 1971 the Aluminum Bahrain (ALBA) smelter has utilized imported 
alumina and Bahrain's relatively abundant non-associated natural gas to 
manufacture aluminum ingots. Alba was designed close to the margin as an 
employment market when Bahrain appeared to need extra employment and has 
been plagued with a depressed world market in aluminum. This market has 
recovered sufficiently to permit increased shipment of large stocks of 
stored ingots. Alba has been an excellent technical success by exceeding 
rated production capacity consistently for the past two years. 
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Bahrain has developed several downstream industries from ALBA. An aluminum 
extrusion plant (BALEXCO) and an aluminum powder facility began production 
in early 1977. An aluminum cable plant and a firm to manufacture window and 

door frames from BALEXCO production should begin production in 1978. The 

Arab Shipbuilding and Repair Yard (ASRY) which is owned by the Organization 

of Arab Petroleum Exporting Countries (OAPEC) received its first drydock ship 

in late October 1977. This facility can handle all but a few of the very 

largest crude carriers and will soon be capable of complete maintenance, 

overhauls, and conversions, ASRY has performed well under the management of 

the Portuguese firm Lisnave and has serviced a steady stream of vessels of 

all sizes without problem. The aluminum industry, ASRY, the long established 

major oil refinery (BAPCO) and a $90 million project scheduled to start in 1978 
to capture associated gas from oil production are expected to be the basic 
industrial underpinnings of the Bahraini economy for the foreseeable future. 


Bahrain's traditional role as a regional services and commercial center has 
been markedly expanded in the past two years. Its central location, the 
availability of office space and private housing (albeit very expensive), 
coupled with its good communications and transportation systems, have proved 
attractive to many foreign firms. The number of American firms with offices 
in Bahrain doubled in 1976 to approximately sixty. This growth slowed in 

1977 due to high office and housing costs but interest again expanded in 

early 1978. An important element in the expansion of Bahrain's service center 
role has been the arrival of many major international banks. In late 1975 

the Bahrain Monetary Agency launched a well-timed program of "Off-shore 
Banking Units" (OBU's) which has attracted forty international banks, including 
several prominent American ones. The aim, briefly, is to create an Arab money 
market (somewhat on the lines of Singapore's) during Arab working hours. The 
program is already considered a success and, according to the Bahrain Monetary 
Agency, OBU's in Bahrain were handling funds in excess of $15 billion by the 
end of 1977. In December 1977 the Bahrain Government issued regulations 
governing a new program of "exempted" (offshore) commercial companies. This 
will permit firms to organize regional headquarters without Bahraini sponsor- 
ship or partners. 


Bahrain continues to boast that it is the transportation center of the Gulf, 
although other states in the region are rapidly increasing and improving their 
facilities. Gulf Air, the regional airlines jointly owned by the Governments 
of Bahrain, Qatar, United Arab Emirates and Oman, is headquartered in Bahrain 
and has witnessed a startling expansion of its services and fleet in the past 
two years. According to the latest airline guide, 43 cities can be reached 
from Bahrain without changing planes. 


One of the most dramatic improvements in Bahrain, and one of tremendous 
economic benefit, has been clearing of the port backlog. Prior to 1977 ships 
had to wait as long as a month to offload. Uncleared and warehoused goods 
were not well organized adding to the delay and loss from spoilage. In 1977 
this backlog was eliminated entirely and the customs and warehousing effecti- 
vely reorganized. By the end of 1978 port berths will have increased from 8 
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to 13, including new ro-ro and container facilities. An important improvement 
in efficiency was brought about by contracting for experienced Korean staff to 
man the port and train Bahrainis. New regulations increased storage charges 
within the port, moved goods after a limited period to less desirable storage 
outside the port area and placed uncleared goods up for public auction after 

6 months. With this improvement, goods movement through the port continues to 
increase and costs to merchants are lower as the port surcharge which was as 
high as 38% has been eliminated. Other ports in this region also have been 
greatly improved but Bahrain continues to re-export very large quantities of 
goods to the Eastern Province of Saudi Arabia and to a lesser extent to Qatar, 
Abu Dhabi, Kuwait and Iran. About 50% of Bahrain's non-petroleum exports in 
1977 went to Saudi Arabia. Imports and exports in 1977 climbed at the rate of 
15% which is a much more reasonable and sustainable growth than the 50% plus 
shown in recent years. 


In many ways the economy of Bahrain is becoming more closely tied to that of 

the Eastern Province of Saudi Arabia and the symbol of that relationship, the 

22 mile causeway linking the two countries, seems about to become reality. A 
bilateral ministerial committee and bilateral technical committee have been 
appointed to direct and manage the project. A Dutch firm is currently completing 
a small core drilling contract and the Danish consultants are receiving prequal - 
ification documents from potential bidders. The bid documents are expected to 
be available in late 1978 for the project, which is currently estimated at $825 
million. Actual construction is planned to take fifty-four months. 


1. STATE BUDGET: 


As a sign of improved government financial planning Bahrain announced for the 
first time a two-year, standfast budget for 1978 and 1979. After showing 
dramatic increases in both revenues and expenditures for several years the 
budget for 1978 has anticipated revenues 19% over those of 1977 and expenditure 
increases of only 12 percent. The latter figure probably won't fully c ver the 
increased inflationary costs. The balanced budget of slightly more than $711 
million is carried onto 1979 without change indicating a reduction in govern- 
ment projects and services iS planned for the second year. 


The budgetary allocations reflect the priorities mentioned earlier. In 1978 
the Works Ministry will get 27% of the budget ($193 million) for its electri- 
city and sewage projects; the Housing Ministry 14%($96 million); the Education 
Ministry 9% ($65 million); and the Health Ministry 7% ($51 million). 


This budget reflects the changing structure of state revenues. The petroleum 
sector has traditionally contributed 70% or more of government income, In 
1977 this portion was down to 64% and is estimated to be 61% in 1978. Part 

of Bahrain's oil revenues comes from the Saudi Arabian Abu Saafa field from 
which the Saudi Government shares revenue equally with Bahrain. For the first 
time the 1978 budget indicates that the Abu Saafa revenue will be more than 
50% of total Bahrain oil income--demonstrating the diminishing domestic oil 
production. 
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In contrast to the neighboring countries, grants, loans and bonds are assuming 
an important role in State financing. Bahrain floated its first local develop- 
ment bond issue in 1977. The Government had been concerned that in this 
region a government bond would be taken by the general public as a sign of 
financial difficulty and would not be popular. The issue was limited to sale 
to larger financial institutions and the off-shore banking community. The 

$25 million offer was found to be very popular and oversubscribed to the 

point that the issue was increased to about $33 million. Bahrain plans to 
issue two more tranches of development bonds during the next 18 months for 

a total of $75 million. The 1978 budget shows loans, grants and bonds 
totalling $104 million but there is additional support from neighboring 
countries not reflected in the budget. For example, Saudi Arabia, Kuwait 

and the U.A.E. directly support a number of education and health institutions. 
The Embassy has no means of estimating the amount of direct assistance thus 
granted. 


INDUSTRY : 


A. PETROLEUM: 


Bahrain was the location of the first oil discovery on the Arab 
side of the Gulf in the early 1930's and petroleum has been the basic 
industry since. Known reserves will be depleted within twenty years and 
Bahrain is seeking steps to diversify its economy. Nevertheless, for the 
foreseeable future, oil revenues continue to provide major financial 
support for the state (about 60 percent of projected revenues for 1978). 
The Bahrain Petroleum Company (BAPCO), a Caltex Subsidiary, and the Govern- 
ment of Bahrain reached an agreement in 1974 by which the Government 
acquired a 60% ownership of BAPCO's gas and oil distribution and marketing 
facilities. The Government and Caltex are continuing negotiations toward 
the former's acquisition of 100% of that segment. The refinery will remain 
in Caltex ownership. The Bahrain National Oil Company (BANOCO) has been 
established to administer the Government's share of BAPCO and has assumed 
responsibility for domestic retail marketing. BANOCO also handles the 
natural gas industry and is directing a $90 million project to collect 
associated gas which is presently flared and to process it as propane and 
butane for export. Japan Gas is prime contractor on this project. 


B. ALUMINUM: 


The Aluminium Bahrain (ALBA) smelter has been producing aluminum 
ingots for export since 1971. It is the largest non-hydrocarbon based 
industry in the region, outside of Iran. In 1976 it exceeded its rated 
capacity of 120,000 tons per annum by producing a record 126,000 tons. In 
1977 this figure fell slightly to 121,354 tons. This production record 
reflects the impressive efficiency and work discipline required for the 
24-hour operation of the smelter, often under extremely unpleasant working 
conditions during the summer. The workforce is 70% Bahraini and the tech- 
nical capabilities reflected in the production figures are a source of some 
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national pride. The Company, however, has had its problems which are largely 
related to its under-capitalization and to the depressed state of the world 
market in aluminum. The latter has shown some improvement during 1977. In 
early 1978 ALBA management began to study a plan to add some capacity within 
the existing plant and rationalize existing production to reach a design 
capacity of 155,000 tons a year. 


Alumina/bauxite is imported from Australia and ingots are exported to Japan, 
the People's Republic of China, Iraq, Brazil and Argentina. ALBA is owned 

79% by the Government of Bahrain and Kaiser Aluminum holds a 17% interest in 
the company. Government planners hope that smaller, ancillary industries will 
develop around the ALBA complex. To date, an atomizer plant and a government 
owned extrusion plant -- to make window and door frames -- have gone into 
production. In addition, an Australian/Bahraini joint venture has been 
established to produce cables. 


C. DRY DOCK: 


The third major industrial enterprise in Bahrain is the Arab Ship- 
building and Repair Yard (ASRY) which is financed and owned by the Organiza- 
tion of Arab Petroleum Exporting Countries (OAPEC) of which Bahrain is a 
member. The dry dock accepted its first ship in late October, two months 
ahead of schedule for a unique accomplishment in this region. ASRY is being 
Managed by the Portuguese firm LISNAVE under a five year contract which 
includes a commitment to train nationals of OAPEC countries to assume re — 
aponsibility at all levels. The 375-meter long, 75-meter wide single dry 
dock can take all but the very largest crude carriers. It has had a vessel 
in dock which left only two meters of space at each end. Eventually ASRY 
Will be able to provide a full range of repair, maintenance and conversion 
services and has already performed a very respectable range of services. 

The management will continue to face problems due to local manpower shortages 
and future competition from Dubai which has an even larger dry dock currently 
under construction. 


D. INDUSTRIAL SERVICES: 


Bahrain continues to provide a regional base for petroleum related 
construction and engineering firms active in the Gulf area, notably the 
Halliburton Group (Brown and Root). General Electric, in partnership with a 
Bahraini firm, maintains here its Middle East servicing center for gas 
turbines and other mechanical equipment. In addition, several large American 
oil companies (EXXON, AMOCO and GULF) have based regional representatives in 
Bahrain. Many British firms also maintain regional headquarters in Bahrain, 





3. LABOR: 


Oil was discovered in Bahrain long before it was found elsewhere on the 
Arab side of the Gulf. The Bahraini labor force thus has a forty-year 
history of experience in modern, technological industries. Bahrainis were 
employed extensively in the Eastern Province of Saudi Arabia when the oil 
industry there was being established. Almost unique in the region, Bahrain 
boasted a skilled, disciplined, indigenous labor force until 1974. In that 
year, due to the construction boom, expatriate labor became the majority of 
the work force. It is now approximately 60/40, non-Bahraini/Bahraini. 
Bahraini nationals continue to dominate in the petroleum industry and at 
the aluminum smelter, where their skills as welders, fabricators, etc., are 
in great demand. In the construction industry, on the other hand, expatriate 
labor dominates -- particularly Pakistani and Korean labor. Significant 
numbers of Pakistanis, Indians, Koreans, Thais and Filipinos continue to 
arrive on the island to fill the still-expanding demands of the economy. 
Although Bahrain certainly maintains its distinctive cultural integrity, the 
bazaar and cinemas increasingly reflect the lifestyles of the many "subcon- 
tinentals" working here. 


In August 1976 the Government issued two long-awaited decrees -- the Labor 
Law for the Private Sector and the Law of Social Insurance. The Labor Law, 
contrary to popular expectations, did not legalize trade unions but in other 
ways did represent a departure from the traditional laissez-faire attitude 
of the Government toward labor. The law, long on duties of employers and 
rights of employees, treats all labor equally - i.e., whether Bahraini 
citizens or expatriates. Bapco, Alba and other large employers have devel- 
oped a type of company union system through employee associations which 
sit on company or division-wide committees to discuss many of the union/ 
management issues. The Social Insurance Law established a social security 
system based on required monthly payments by both employers and employees. 
It is being introduced in stages, beginning with the larger private sector 
firms. 


In the Spring of 1977, as is beginning to be customary, there were general 
pay increases, initiated in the government sector and rapidly spreading to 
the private sector. In terms of industrial strife, which Bahrain frequently 
witnessed in the past, most notably in the serious disturbances in ALBA in 
1974, it was a quiet year. Serious Government attempts to provide housing 
and to contain the cost of living probably has had a good effect in this 
regard. In new legislation 1977 was a year for a series of occupational 
standards and safety laws covering virtually all sectors. Application and 
enforcement of these laws must be tested over several years. 





4. SERVICES: 


A. BANKING: 


Among the eighteen banks licensed to perform full commercial servi- 
ces in Bahrain are two American banks (Citibank and Chase Manhattan) and one 
joint venture (Continental Bank of Illinois). The domestic market, in compar- 
ison to some others in the region, is limited but those involved indicate 
sufficient activity, growth, and sophistication to justify their presence. 
The Bahrain Monetary Agency has further consolidated its role as a central 
bank and is widely admired for its management and direction of the banking 
and monetary system. In 1977 it managed the first Bahrain government devel- 
opment bond issue with surprising success. There were those who felt a bond 
issue in this region would be taken as sign of government financial difficul- 
ty and others believed the local community was not yet sophisticated enough. 
Both were proven incorrect with this issue which was quickly oversubscribed 
and has led to plans for further issues in 1978. In addition to being a 
first step in developing a money instrument market in this region, the bond 
issue served to soak up some of the inflationary and speculative funds 
present in Bahrain with the downturn in private construction. 


The off-shore banking community continued to consolidate and expand during 
1977. At the end of the year there were 33 units in operation with 7 addi- 
tional ready to begin business in 1978. Although the Bahrain Monetary 

Agency has not established a limit, 40 is the figure often quoted as optimum 
for Bahrain. Included among the OBUs are: American Express, Bank of America, 
Bankers Trust, Chase Manhattan, Chemical Bank, Citibank, Manufacturers Hanover 
and Security Pacific. Texas Commerce has a Representative Office in Bahrain. 
Assets of the OBUs increased during the year from about $6 billion to over 

$15 billion. A very important function of the OBUs was the forward exchange 
market which is developing not only in dollars and European currencies, but 
in the various Gulf currencies. This has permitted traders and contractors 
to price at the narrowest possible margins to protect their position in local 
currencies through this forward market. 


B. HOTELS: 


Bahrain's long term hotel shortage was partially alleviated during 
the year with the opening of the Ramada Hotel, the La Vendome, several small 
but pleasant hotels, a few short-lease apartment/hotels and the partial 
reopening of the wing of the large Gulf Hotel which had been closed the year 
before due to structural faults. Other hotels which are frequently used by 
American travelers are the Hilton, the older Delmon and the small but pleasant 
Tylos. Occupancy of the major hotels remained in excess of 90% during the 
year but the day of excess supply is believed by many to be near. A large 
Holiday Inn is nearing completion as is an extension to the Hilton. These 
will be followed in 1979 by the Diplomat, Gulf Tower and Sheraton. Travelers 
should encounter no difficulty is securing accomodation in Bahrain for the 
next several years but those familiar only with rates at luxury hotels in 
other regions will not enjoy paying the rates charged throughout the Gulf. 





C. TRANSPORT AND COMMUNICATIONS : 


Bahrain has maintained its position as the most-frequented Gulf 
transit point on Europe-Far East routes. Most major European and Asian 
international lines have frequent flights through Bahrain connecting with 
the regional carriers, notably the Bahrain-based Gulf Air. Gulf Air, which 
is jointly owned by the four Gulf States of Bahrain, Qatar, United Arab 
Emirates and Oman, has rapidly expanded its fleet and services in recent 
years. Following the 1975 purchase of three Tristars, Gulf Air purchased 
five Boeing 737's in mid-1976 and leased two additional Tristars in 1977. 

The very modern Bahrain International Airport, which was considered wildly 
over-ambitious when it opened in 1971, was effectively doubled by an 
expansion program in 1976. It handled an increasing traffic in 747's and 

is a stop for British Airways / Singapore Airways Concorde flights. Ame- 
rican airlines have returned to the Gulf after an absence of several years. 
Pan American inaugurated a weekly New York/Bahrain/New York direct flight 

in December 1976 and TWA began weekly New York/Athens/Bahrain flights in 
February 1977. Total passenger traffic at the airport continues to increase. 
Twenty-seven different airlines regularly use the airport and travelers 

from 43 cities can reach Bahrain without changing planes. Air freight 
handled was down 76 percent in 1977 from 1976, largely as a result of greatly 
decreased congestion in Gulf ports. 


D. PORT FACILITIES AND COMMERCE: 


Through a modest port expansion, much improved handling procedures 
and contract Korean dockworkers, Bahrain managed completely to eliminate the 
backlog in its only port, Mina Salman, during 1977. By eliminating the ship 
waiting time of as much as seventy days, Bahrain also eliminated the surcharge 
of up to 38% which was charged on freight destined here. Ongoing construction 
will bring the number of berths from the original eight up to 13 including 
a ro-ro and container facility. Customs procedure was simplified to permit 
direct through clearance. Storage fees on uncleared goods have increased, 
goods are moved to open, less desirablestorage outside the dock area after 
a certain period and goods uncleared after six months are auctioned. Growth 
in imports during 1977 was only 15% over 1976 as compared to the 68% growth 
during 1976. This is a much more reasonable and sustainable growth rate 
attibutable to the peaking of the overheated boom in construction in the Gulf 
region and, in Bahrain, to a working-down of the large inventories ordered in 
anticipation of a continued port backlog. 


In 1977 the United States lost its second place as a supplier to Japan. The 
United Kingdom continues t© occupy a secure position in first place with the 
U.S. now in third. Australia occupies forth place with West Germany, Main- 
land China, India, Italy and South Korea closely grouped some distance behind. 
U.S. Department of Commerce trade figures show a decline in U.S. exports to 
Bahrain from $279 million in 1976 to $203 million in 1977 but these figures 
include aircraft which are more correctly the purchase of all four countries 
which own Gulf Air. The Bahrain figures on imports from the U.S. show a 
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decline from $144 million in 1976 to $133 million in 1977. Automobiles, 
cigarettes, pipes, construction equipment, cooling equipment, spare parts 
and building supplies accounted for major U.S. sales to Bahrain. Although 
sector figures by country are not yet published for 1977, the Embassy 
believes that automobiles and various engines are two areas in which Japan 
made strong gains against the U.S. Exports from Bahrain also increased 

15%. Japan and Saudi Arabia are the major customers with the latter re— 
flecting the large re-export trade from Bahrain. In 1977 fifty percent of 
Bahrain's non-petroleum exports went to Saudi Arabia with significantly 
lesser amounts to Qatar, the U.A.E., Iran and Kuwait. 


PART B - IMPLICATIONS FOR THE UNITED STATES: 


BACKGROUND: 


The runway economic expansion in Bahrain and the neighboring region has 
peaked and will affect both the type and method of business in the future. 
In the past the oil related industries, construction, consultants and 
engineers have predominated among American businessmen in the region. 
While these sectors will continue to be very important, and likely predo- 
minant in dollar terms, new opportunities will open and new means of doing 
business will develop. During the boom the desire for rapid design and 
delivery of projects too often took precedence over careful planning and 
project management. Local officials were willing to listen to almost any 
proposal--particularly from a well-known Western firm. Now governments 
are emphasizing longer-term planning of the entire Government sector of 
the economy and are much more selective in proposals they will entertain. 
They are becoming very cost conscious with major construction projects 
increasingly going to Asian firms. 


American firms have not benefitted much from the local construction boom 
in Bahrain with most contracts going to European firms. However, American 
consultants, architects and design engineers have had significant success 
which should continue. The private sector in particular is becoming aware 
of vast quality differences in these services and desire the latest tech- 
nology and efficient service provided by Americans. American quality 
control is well-known in this region as is our general reputation for 
reliable delivery. However, some Asians are developing an excellent 
reputation for delivery and a few large and small U.S. firms are beginning 
to tarnish the American reputation in this regard. 


WHAT TO DO: 


Interested American firms should visit the region, meeting local merchants 
and government officials concerned with future projects. These visits should 
be repeated annually or more frequently depending on the type of business 
contemplated. It is common folk wisdom that personal relations count for a 
great deal in the Arab, as in so many other parts of the world; it is also 
the case that Bahrainis are looking for long-term commitments of interest 
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from foreign firms doing business here. There is a generalized suspicion, 
based on some sad experience, of individuals and firms out to make a quick, 
one-time profit. 


Americans are generally disadvantaged since they are not the traditional 
sources of supply in the Gulf. Since American business, despite its repu- 
tation, does not appear particularly aggressive in comparison to European 
and Japanese firms active in the region, the necessity of repeated visits 
cannot be overstated. The Gulf region promises to be of long-term and 
expanding interest to the U.S. and despite the small sizes of the local 
populations, many development and infrastructure projects of significance 
are currently on-going and yet more are projected for the future. Once an 
initial contract is won, it is imperative to make special efforts to 
perform well, for reputations, good and bad, travel quickly in the region. 
There is increasing evidence of inter-government regional coordination and 
sharing of commercial information. A common first question in a Minister's 
or merchant's office is: Where in the region have you had projects? 


The American Embassy regularly provides the Commerce Department with data on 
potential Bahraini business contacts as well as "Major Export Projects" 

and “Foreign Government Tenders". The Embassy, and U.S. Department of 
Commerce can supply interested businessmen with English translations of 
relevant Bahraini laws and regulations regarding foreign investment, commer- 
cial agency relationships, establishment of commercial companies as well as 
local practices which are not codified. For executives who visit Bahrain, 
the Embassy can facilitate initial contacts with key government officials 

as well as private merchants, For those able to visit Washington, D.C., 
before embarking on a Gulf visit, a briefing at CAGNE (Commerce Action Group 
on the Near East) is useful. For those stopping in Athens, the RTDO 
(Regional Trade Development Officer) should be visited. 


Once in Bahrain, it is strongly recommended that representatives of American 
firms make known their interests and expertise to relevant Ministries as 
well as the Bahrain Chamber of Commerce and Industries. Officials of the 
Ministries of Development and Industry; Commerce; Housing; and Public 
Works, Water and Power are often key decision makers in Government tenders. 


OPPORTUNITIES : 


A. GENERAL: 


Key areas in which there appear to be scope for expanded trade 
with Bahrain include the following: Heavy machinery; chemicals; building 
materials and equipment; automobiles; foodstuffs; materials handling equip- 
ment; refrigeration and heating equipment; hotel, restaurant and hospital 
equipment; home and office furniture and furnishings; and leisure equipment. 





B. CONTRACTORS AND CONSULTANTS : 


Most of the major projects on-going and planned in Bahrain are 
Government-financed. It behooves American firms hoping to participate 
in these projects formally to register their interests and capabilities, 
including descriptions of past projects, particularly any in the region, 
with the relevant Government ministries. The Public Works Ministry plays 
a crucial coordinator/manager role in most Government construction pro- 
jects, except housing, and officials in the Ministry are key contact 
points. Initial contact can be by letter but personal visits are important 
thereafter. 


In addition to the on-going projects in housing, office construction, water, 
power and sewage systems expansion, the Government of Bahrain has opted for 
American expertise in bureaucratic reorganization, supplies and stores 
maintenance, health and hospital administration as well as physical education 
and sports training. While too much should not be made of this trend yet, 

it is important to mark as a definite departure from past Bahraini practices. 


The most important pending project is that of the Bahrain-Saudi Arabia 
Causeway which both governments have recently pledged themselves to complete. 
An expensive (possibly $860 million) and technically difficult project, the 
twenty-mile causeway will be the major development in the next several years 
in Bahrain. American firms are encouraged to participate in the tender 
which will be issued in late 1978. 


C. INVESTMENT: 


The Government of Bahrain's policy is to encourage foreign invest- 
ment. Recent legislation requires fifty-one percent Bahraini participation 
in local companies, with a few exceptions based on technological and develop- 
mental considerations. Certain incentives are offered by the Government to 
private investors; there are no corporate or personal income taxes and no 
restrictions on convertibility or repatriation of capital and profits. There 
is a free port industrial area where investors can lease land on concessionary 
terms. Currently full, it is to beexpanded. Raw materials and products are 
exempt from customs duties if the resultant manufactured product is exported. 
Capital equipment is usually exempt from customs duties. 


While Bahrain has tempered its earlier enthusiasm for foreign investment 
because of the limits of its manpower and the current strains on the infra- 
structure, there is active interest in promoting joint venture ancillary 
industries related to the aluminum smelter (ALBA), the dry dock (ASRY), 

and in the future, the gas collection project. American business interests 
making sound proposals to participate in the growth of these sectors can 
expect a ready response from both the public and private sectors in Bahrain. 





D. BAHRAIN AS A GULF CENTER: 


During 1976 the number of American firms with regional offices 
or branches in Bahrain approximately doubled from thirty to sixty. 
Almost half of the increase was due to the major American banks which 
arrived to participate in the OBU program or open representative offices. 
Others, however, were new to the region and a few were "refugees" from 
Beirut. Central location, relative ease of communications, liberal social 
climate, attractive government policies and availability of a skilled 
local labor force combine to make Bahrain a good site as a regional head- 
quarters. That said, it has proved an expensive experience for the many 
American firms, and sometimes frustrating in locating skilled staff. But 
the trend is clear. Many American firms have recognized that the Gulf is 
one of the few economically booming areas in the world and Bahrain, despite 
its own relative lack of resources, is at its center -- and working hard 
to maintain its role as the services center for the Gulf region. 


To reinforce this trend, in late 1977 Bahrain introduced the Exempt Compa- 
nies Act which permits registration of a commercial or industrial enterprise 
in Bahrain for off-shore business, without Bahraini share ownership. The 
Government will assist firms to utilize this new act and the free-port area 
to develop regional service/distribution facilities. With relative housing 
and office costs diminishing, new hotel rooms, excellent air transport 
connections and increased Government of Bahrain training of commercial staff, 
Bahraini's economic future lies with the regional center concept. 
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